
dcrivative instrunicnts he rccimled on rhc halance sheet at fair value. Changes in the fair value of OUT 

derivatives 8re includcd in realiied and unrealized gains (losses) on dcrivativc instruments in our 
statement (if opcratiims~ 

use to manage market risk rclated to certain of our AFS securities. The Black-Scholes model 
incorporales a number of variables in determining such fair values, including cxpected volatility of the 
underlying security and an appropriate discount rate. We obtain volatility rates from independent 
sources based on the expected volatility of the underlying security over the term of the derivative 
instrument. 7he volatility assumption is evaluated annually lo determine if i t  should be adjusted, or 
more often if there are indications that it should be adjusted. We obtain a discount rate at the 
niceptiiin of the derivative instrument and update such rate each reporting period based on our 
estimate U S  the discount rate at which we could currently settle the derivative instrument. At 
December 31. 21106, the expcctcd volatilities used to value our AFS Derivatives generally ranged from 
19% to 269% and the discount rates rangcd from 5.1% to 5.4%. Considerable management judgment is 
required in estimating the Black-Scholcs variables. Actual results upon settlement or unwinding of our 
derivative instruments may differ from thcse estimates. 

Changes in our assumptions rcgarding (1) the discount rate and (2) the volatility rates of the 
underlying securities that are used in the Black-Scholes model would have the most significant impact 
on the valuation of our AFS Derivatives. The tahle below summarizes changes in these assumptions 
and the resulting impacts on our estimate of fair value. 

We use the Rlack-Scholes mndel to estimate the fair value of our derivative insiruments that we 

Erlh.t€d .SgrQgats 
rair Y P I U ~  01 AFS De1l.r d u e  

Assumption Derirstives cbamgt 

(mounls  in millions) 
As remrded at December 31, 2006 . . $ 983 - 
25% increase in discount rate . . . . . . $ 830 (153) 
25% decrease in discount rate . . . . . . . . . . . . . , . , . . . . . . . . . . . $1,136 153 

$ 925 (58) 25% increase in expectcd volatilities 
25% decrease in cxpected volatilities . $1,060 17 

. . . . _ . . . . . .  

Cnrfying Yalue of long-lived Assets. Our property and equipment, intangible assets and goodwill 
(collectively, our "long-lived assets") also comprisc a significant portion of our total assets at 
December 31, 2006 and 2005. We account fur our long-lived asscts pursuant to Statcment of Financial 
Accounting Standards No. I42 and Statement of Financial Accounting Standards No, 144. Thcsc 
accounting standards require that we periodically, or upon the occurrence of certain triggering events. 
assess the recoverahiliv of our long-lived assets. If the carrying value of our long-lived assets exceeds 
their estimated fair value, we are required 10 wite the carrying value down to fair value. Any such 
writedown is included in  impairmcnt ol long-lived assets in our consolidated statement of operations. A 
high degree of judgment is required to estimatc the fair value of our long-lived assets. We may use 
quoted market prices, prices for similar assets. prcsent value techniques and other valuation techniques 
to prepare thcse estimates. In  addition, we may obtain independent third-party appraisals in certain 
circumstances. We may need t o  make estimates of future cash flows and discount rates as well as other 
assumptions in ordcr to implement thesc valuation techniqucs~ Accordingly, any value ultimately 
derived from our  long-lived assets may differ from our estimate of fair value. As each of our operating 
segments has long-lived assets, this critical accounting policy affects the financial position and results of 
operations of each segment. 

Retail Related Adjustments and Allowances. QVC records adjustments and allowances for sales 
returns, inventory ubsolescence and uncollectible receivables. Each of these adjustments is estimated 
based on historical expcrience. Sales returns arc calculated as a percent of sales and are netted against 
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nuc  in our stdtemcnl of operations. For the years ended Dcceniher 31, 2006 and 2005, sales returns 
ri:prescntecl 18.5% and IX.U% o i  OVC'h gross product rcvcnue, respectively. The inventory 
obsolescence is calculated its a percent of QVC's inventory at the end of a reporting period, and is 
includcd in cost of goods sold in our statement ot operations. At December 31, 2006, QVC's inventory 
is $915 million and the obsolescence adjustment is $95 million. QVC's allowance for doubtful accounts 
is calculated as a percent of accounts receivable at the end of a reporting period and the change in 
such allowance is recorded as had debt cxpense in our statement of operations. At December 31, 2006, 
UVCB trade accounts receivalile are $973 million, net of the allowance for doubtful accounts of 
$60 million. Each of these adjustments requires management judgment and may not reflect actual 
results. 

income Tares. We are required to estimate the amount of tax payable or refundable for the 
current yrar and the deferred income tax liabilities and assets for the future taY consequences oi events 
tllat have been reflected in our financial statements or tax returns for each taxing jurisdiction in which 
we operate. This process requires our management to make judgments regarding the timing and 
probability of the ultimate tax impact of the various agreements and transactions that we enter into. 
Based on these judgments we may record tax reserves or adjustments to valuation allowances on 
deferred tax assets to reflect :he expected realizability of future tax benefits. Actual income taxes could 
vary from thcsc estimates duc to future changes in income tax law, significant changes in the 
jurisdictions i n  which we operate, our inability to generate sufficient future taxable income or 
unpredicted results from the final dete.rmination of each year's liability by taxing authorities. These 
changes coiIIi1 have ii significant impact on our financial position. 

Inleracfive Group 

On May 9, ZWh, our stockholders approved our corporate restructuring which, among other things, 
resulted in the creation of two tracking stocks, one of which is intended to reflect the separate 
peiforiiiancc of the Interactive Group. The Interactive Group consists of our subsidiaries QVC, Provide 
and BuySensons, our interests in IAUlnterActiveCorp and Expedia and $3,108 million principal 
amount (as of December 31. 2006) of our existing publicly-traded debt. 

The following discussion and analysis provides information concerning the results of operations 
and linancial condition of the Interactive Group, which is principally comprised of QVC. Although our 
restructuring was not completed until May 9, 2w6, the following discussion is presented as though the 
restructuring had hecn cumpletcd on January I, 2004. The results of operations of Provide and 
RuySeasons are included in Corporate and Other since their respective date of acquisition in the tables 
helow. Fluctuations in Corporate and Other lrom 201)S to 2006 are due primarily to the acquisitions of 
Provide a n d  BuySeasons in 2006. This discussion should be read in conjunction with (1) our 
consolidated financial statements and notes thereto included elsewhere in this Annual Report on 
Form 10-K and (2) the Unaudited Attributed Financial Information for Tracking Stock Groups filed as 
Exhibit W l  to this Annual Report on Form IO-K. 
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Restilts of Operatinns 

Years ended December 31. 
2006 2015 2004 

(amounlr in milliaar) 
~ _ _ -  

Revenue 
QVC . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $7,074 6.501 5,687 
Corporate and Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  252 - - 

$7,326 6,501 5,687 
Operating Cash Plow (Deficir) 

Corporate and Other 

_ _ - _  
- __ 

QVC . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . .  $1,656 1,422 1,230 
. . . . . . . . . . . . . . .  . . . . . . . . . . .  24 ( 5 )  ~ _ _ _  

$1,680 1,417 1,224 
~ - 

Operating Income (Loss) 
QVC . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . .  $1,130 921 760 

. . . . . . . . . . . . . . .  Corporatc and Other ~ - -  ~ ( 5 )  (12) 
$1,130 916 748 ~ - -  ~ - -  

QVC. OVC is il retailer of a wide range of consumer products, which are marketed and sold 
primarily by merchandise-focused televised shopping programs and via the Internet. In the United 
Stairs, QVC.'s programs are aired through its nationally televised shopping network 24 houn a day 
(XNC-US"). Internationally, QVC's program services are based in the United Kingdom ("QVC-UK), 
Germany ("QVC-Germany") and Japan ("QVC-Japan"). QVC-UK broadcasts 24 hours a day with 
17 hours of live programming, and QVC-Germany and QVC-Japan each broadcast live 24 hours a day. 

Years ended Deccmhr 31, 
2o(M 2WS uy14 

(amom16 in millions) 
~ ~ 

Net rcvrnuc . . . . .  ~ . . ~ ~  . ~~ ~ . . . . . . . . . . . . . . . . . . . . . . .  $7,074 6,5111 5,687 
COS$ Uf S d h  . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . .  (4,426) (4,112) (3,594) 

<irOSS PICJflt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . 2,648 2,3X9 2,093 
Operating expenses . . . . . . . . . . . . . . . . . . . .  . . . .  (579) (570) (497) 

Stock-hased compensation ( 5 0 )  (52) (33) 
. . . . . . . . . . . . . . . . . . .  (476) (449) (437) 

~ _ _ ~  

SG&A expenscs (excluding stirk-hascd compen (411) (397) (366) 
Operating cash flow . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,656 1,422 1,230 

~~~ 

. . . . . . . . . . . . . . . . . . . . . . .  
~ - - .... 

Dcpreciatiun and amortization 

Operating income . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1.130 921 760 
~ ~ .- ______ .- 
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Net revcnue is generated in the following geographical areas: 

Years ended k s m b r r  31, 
2006 2005 2 w  

(amounts in millions) 

~- 
- ~ 

VVC-IJS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $4,983 4,W 4,141 
OVC-UK . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  612 554 487 
QVGGermany . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  848 781 643 

. . . . . . .  631 526 416 OViGJapan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - 
$7,074 6,501 5,687 __ ~- ~- ~- - 

(2VC.s 1 x 1  revenue increased 8.8% and 14.3% lor the years ended December 31, 2006 and 2UO5, 
rcspcctively, as compared to the corresponding prior year, as average sales per customer increased in 
both y c a x  .lhe 2006 increase in revenue is comprised of a $582 million increase due to an increase in 
the number of units shipped from 154.4 million to 165.7 million and an $86 million increase due to a 
2.010 incrcase in (he average sales prim per unit ("ASP"). The revenue increases were partially offset 
by a $11 million decrease due to unfavorable foreign currency rates and an $86 million decrease due 
primarily to ;In increase in estimated product returns. Returns as a percent of gross product revenue 
increased from 18.0% In 20015 to 18.5% in 2006 due to a continued shift in the mix from home 
products lo apparel and accessories products, which typically have higher return rates. 

The 2005 increase in rcvcnue is comprised of a $779 million increase due to an increase in the 
number of units shipped from 138.0 million lo 154.4 million and a $204 million increase due to a 3.7% 
increase i n  the ASP The revenue increases were partially offset by a $145 million decrease due 
primarily to an  increase in product returns and a $24 million decrease due to unfavorable foreign 
currency exchange rates. Returns as a percent of gross product revenue increased from 17.6% in 2004 
to IX.O% in 2005 due to a shift in the sales mix from home products to jewelry, apparel and accessories 
products. 

The number of homes receiving QVC's services are as follows: 

Homer (I" rnilli0.J) 

DDeemtYr 31. 
mM 20s  2 6 4  

OVC-us . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  90.7 90.0 na.4 

OVC-Gcrmany . .  . . .  37.9 37.4 35.7 
QVC-Japan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . .  18.7 16.7 14.7 

__ - - 

QVC-UK . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  19.4 17.8 15.6 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

The OVC scwice is already received by substantially all of the cable television and direct broadcast 
satellite homes in the U S .  and Germany. In addition, the rate of growth in households is expected to 
diminish in the UK and Japan. As these markets continue to mature, QVC also expects its consolidated 
rate of growth in revenue to diminish. Future sales growth will primarily depend on coiitinued additions 
of new cmtomers from homes already receiving the QVC service and continued growth in sales to 
rxistina customers. QVC's future sales may also be affected by (i) the willingnes5 of cable and satellite 
distributors to continue carrying QVC's programming service, (ii) QVC's ability to maintain favorable 
channel positioning, which may become more difficult as distributors convsrt analog customers to 
digital. (iii) changes in television viewing habits because of personal video recorders, video-on-demand 
and IP television and (iv) general economic conditions. 

A\ noted above, during the years ended December 31,2006 and 2005, the changes in revenue and 
expense\ were also impacted by changes in the exchange rates for the UK pound sterling, the euro and 
the Japanese yen. In the event the US.  dollar strengthens against these foreign currencies in the 
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future, QVi"s rcvc~~ue  and operating cash flow will be ncgativeiy impacted. The percentage increase in 
rcvcniic for car11 01 OVC's geographic areas in dollars and in local currency is as follows: 

Percenmge increase in net revenue 

Year ended Year ended 

I:.S. dollars lncal  currcnry I1.S. ddlars Local currency 

~ ~~ - 

beember 31, 2005 _ _  December 31, 2LM6 

.... . ~~~ . 

OVC-US . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7.4% 7.4% 12.1% 12.1% 
QV<'-IIK . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10~5% X.410 13.8% 15.1% 
OVC-Germany X.6% 7.1% 21.5% 21.9% 
QV('-Japan . . . . . . . . . . . . . . . . . . . . . . . . . . .  20.0% 26.1% 26.4% 29.4% 

. . . . . . . . . . . . . . . . . .  

OVC'h gross prufit percentage was 37.493, 36.7% and 36.8% for the years ended December 31, 
2006, 2005 and 2004, respectively. The increase in the gross profit percentage in 2006 was due to higher 
initial magins due to a shift in the salus mix From home products to higher margin apparel and 
i i c c e ~ ~ o r t e ~  products and to a lower inventory obsolescence provision. 'fie slight gross profit percentage 
decreasz in 2005 WdS duc primarily to a higher inventory ohsolescence provision. 

UVC's operating expenses arc coniprised 11f commissions and license fees, order processing and 
customer setvice expense. credit card processing fees, telewmmunications expense and provision for 
douhtful accounts. Operating expenses increased 1.6% and 14.7% for the years cnded December 31, 
2006 arid 2035, respectively, as compared to the corresponding prior year period. The 2WS increase is 
primarily due to the increase in  sales volume. Operating expenses increased at a lower rate than sales 
in 2006 due priiiiaiily ti1 commissions and bad debt expense. As a percentage of net revenue, operating 
expenses werc 8.2%. 8.X% and R.7% lor 2M6, 21X)S and 2004, respectively. Commissions as a percent 
o f  net revenue, werc fairly miisistcnt ir 2004 and 2005 and decreased in 2006, as compared tu 2005. 
The decrease in  2006 is duc tu a grcater percentage of Internet sales for which lower commissions are 
required tu be paid. In addition, commissions decreased as a percentage of revenue in QVC-Japan 
where cerlaiii distributors are paid the greater of (i) a fixed fee per subscriber and (ii) a specified 
percentage 01 sales. In 2006, more distributors started to receive payments hased on sales volume 
rather t h a n  a fixed fee per suhxriher. QVC's had deht provision decreased as a percent of net revenue 
i n  2fKib due to lower writc-uffs nn QVC's private label credit card. As a percent of net revenue, order 
processing and customer scrvice expenses remained constant in 7,006, but decreased in each segment in 
XK)? a s  compdrcd to 2004. The 2005 decrease is the result of reduced personnel expense due to 
increased Internet salcs. and operator cfficicricics in call handling and staffing. QVC's 
I s l t c~n imun i~a l i~ns  cxpcnscs as a pciccnt of rzvcniie remained consistent in 2006, hut decreased in 
2W5 ~ I I P  111 nrw contract\ with certain 01 its sewice providers. Credit card processing Fees remained 
ronsistcnt as a percent of nct revenue for each Of the years ended December 31, 2006, 2005 and 2W4. 

QYC's S(ict.4 cxpenses iriclude pcrsonnel, information technology, marketing and advertising 
cxpeiiscs. Such expenses incrrased 4.0% and K.5% during the years endcd December 31, 2006 and 
2005, rcspectively, as compared t u  the corresponding prior year. Due. to the fixed cost and discretionary 
nature OS many of  these expcsses, SG&A expnses increased at a lower rate than revenue in 2006. In 
addition, QVC settled certain franchise tax audit issues and reversed $15 million of reserves recorded 
i n  prior years. Thc majority of the :!OOS increasc reflects a $23 million increase in personnel costs due 
to the addition of rniployees to ruppoit the incrcased sales of QVC's foreign operations. In addition, 
statulory s ; k s  ;mil UAC l ax  iiicicascd Sh million in 2M)S. 

UVC's deprcciation and amortization expense increased for the years ended Decemher 31, 2006 
;ind 2005. Such inrrrases are duc to fixed asset and software additions. 
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Capital Group 

Thc other tracking stock credlrd i n  our restructuring is intended 10 reflect the separate 
perlurinar~cc of the Capital Group. The Capital Group is comprised of Our subsidiaries and assets not 
attributed t o  the Interactive Group, including controlling interests in Stan Entertainment, Starz Media, 
FUN and TruePosition. as well as minority investments in News Corporation, Time Warner Inc., Sprint 
Nextel Corporation and other public and private companies and $4.580 million principal amount (as of 
Dccemher 31, 2006) uf our existing puhliclytradcd debt. 

We acquired the U.S. and U.K. operations of Starz Media from IDT Corporation (“IDT’) in 
August 2006. and the Canadian and Australian operations in September 2006. ‘The aggregate 
consideration was valued fur accounting purposes at $525 million and was comprised of 14.9 million 
shares uf IDT Class B common stock, 75lU shares of IDT ‘Ielecom. Inc., a subsidiary of IDT, and 
$2X) million in cash. Starz Media’s operations include animated feature film production, proprietary 
live action and animated series producticm wntracted 2D animation production and DVD distribution. 

The following discussion and analysis provides information concerning the attrtbuted results of 
iiperatinns and financial condition ol  the Capital Group. Although our rcstructuring was not completed 
until May 4, 2006, t h r  following discussion is presented as though the restructuring had been completed 
on January 1, 201M. This discussion should be read in conjunction with (1) our consolidated financial 
statements and notes thereto included elsewhere in this Annual Report on Form 10-K and (2) the 
Unaudited Attributed Financial Information for Tracking Stock Groups filed as Exhibit 99.1 to this 
Annual Kepiirt on Form 10-K. 

Results of Operorions 

Yean ended December 31, 
2006 2005 Z W  

(amounts in millions) 
__ - 

Revenue 
S1al-L Entertainmcnt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,033 1,004 963 
Corporate and Othcr . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  254 141 93 - - 

$1,2m 1,145 1,056 ~ ~ _ _  __ .- .- - ~- 
Operafing Cash I%nv (D.fiei) 
Starz Entertainment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 186 171 239 

$ 103 124 167 
Opemtiq dnrorne (Law) 
Starr Enterlainment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ I63 105 148 
Corporate and Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (272) (77) (108) 

$ (109) 28 40 

The Capital Group’s combined revenue increased $142 million or 12.4% and $89 million 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Curporate and Other (83) - (47) - (72) 

__ -- .- ~- __ 

~ __ - -_ -- 

Revenue. 
or 8.4% for the years cndcd Deccmher 31, 2006 and 2005, respectively, as compared to the 
corresponding prior year. The 21n6 increase is due to Stan Entertainment, as well as our acquisitions 
of Starz Media and FUN, which contributed $86 million and $42 million of revenue, respectively. The 
2005 reveniie increase was driven primarily by a $77 million increase for TruePosition and a $41 million 
increase for Starz Entertainment. TruePosition’s revenue increased as it continued to increase delivery 
and acccptiincc of its equipment in Cingular Wireleds markets. 
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In Novemher 20MI. Trueposition signed an amendment to its cxisting services contract with 
Cingular Wireless that requires TruePosition to develop and deliver additional software features. 
~ec;iiis? vendor specific objective evidence related to the value of these additional features does not 
C X I S ~ ,  TrucPosition I S  rcquired to defer ievenuc recognition until all of the fcatures have hccn delivered. 
1ruePosilion estiniates that these features will he delivered in the first quarter of 2008. Accordingly, 
'IiuePosition will not recognize any revenue under this contract until 2008. TruePosition recognized 
approximalely $105 million of revenue under this contract in 2006 prior lo signing the amendment. 

Thc Capital Group's Operating Cash Flow decreased $21 million 01 16.9% 
iiiid $47 niillion ur 25.7% in 2006 and 2005, respectively, as compared to the corresponding prior year. 
The drcrcase in 2(K16 is due primarily to an operating cash flow deficit generated by Starz Media, as 
ildvcrtising costs for the animated film Eveyonek Hero exceeded the revenue i t  earned. The increase in 
operating cash tlow for Starz Entertainment was partially offset by an operating cash flow deficit of 
$I I million tor FUN. The 2005 decrease is due primarily to a $68 million decrease for S tan  
l:ntert:iininent, paltially offset by a $30 million improvement for TruePosition. 

Operuling rash*. 

Impairmenf oylong-lived mefs. We acquired our interest in FUN in March 2006. Suhxquent to 
our acquisition, the market value of FUN'S stock has declined significantly due to the performance of 
certain o f  FI~JN's wbsidiaries and iinrertainty surrounding government legislation of Internet gambling 
which wc believe thc market perceives as potentially impacting FUN'S s k i l l  gaming business. In 
connection with our annual evaluation of the recoverability of PUNS goodwill, we received a third- 
party whation. which indicated that the canying value of FUN'S goodwill exceeded its market value. 
Accordingly, we recognized a $111 million impairment charge related to goodwill and a $2 million 
inipairmenl chargc related to trademarks. 

Operating incom (loss). The improvement in operating income for Starz Entertainment in 2006 
was more than offset by operating losses for Starz Media and FUN, as well as an increase in corporate 
stock compensation expensr. The 2005 decrease in operating income for Starz Entertainment was 
partiall) offset hy lower amortization of corporate intangibles and lower corporate stock compensation 
CXp""". 

Stan. Enferfainmenf. Historically, Starz Entertainment has provided premium programming 
distributed by cable operators, direct-to-home satellite providers and other distrihutors throughout the 
linited States. In addition, Stan Entertainment has launched Vongo, a subscription Intcrnct service 
which is comprised of Starz and other movie and entertainment content. Vongo also offers content on a 
ply-pel-view basis. 'l'hrough 2006, virtually all of Starz Entertainment's revenue continues to he derived 
from the deliveq of movies to subscribers under affiliation agreements with television video 
programming distrihutors. Some of Starz Entertainment's affiliation agreements provide for payments 
to Stan Entertainment based on the number of subscribers that receive Starz Entertainment's services. 
Stam linlcrtainmcnl also has fixcd-rate affiliation agreements with certain of its manmeis. Pursuant to 
these agreements. the customers pay an agrced-upon rate regardless of the number of subscribers. The 
agreed~upon rate is contractually increased annually or semi-annually as the case may be, and these 
agrecrncnls, expire in 2007 through 2012. During the year ended December 31, 2006, 67.8% of Starz 
Enlerrainmenl's revenue was generated by its four largest customers. Comcast, Echostar 
('(,nin~oriii::ili[,na, D i r e c n  and Time Warner. Starz Entertainment's affiliation agreement with DirecTV 
cxpired nn Junc 30, 2KI6. In addition, the affiliation agreement with Time Warner, which originally 
expired on December 31, 2006, has heen extended through May 31, 2007 with provisions for further 
extensions through June 30, 2007. Slarz Enterrdinment is currently in negotiations with DirecTV and 
l i m e  Warner rcgarding new agreements. Thcrc can he no assurance that any new agreements with 
Direcl'V o r  Time Warner will have economic terms comparable to thc old agreements. 

F-27 

I,MC.I.I>.O(Ul0074 

.. .~ . ,.. . .. ......"̂___..I_ I ..-___..,_.I.__-. . 
1 .- . . . - . . . . , .. . . .. . .. .. . 



Starz Enteriainnient's operating re\ults are ;IS follows: 

Years cndd Dcrrmkr 31, 
2006 2005 2 W  
(amounts in millionr) 

Kevcnue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,033 1,004 963 

SGRA expcnses. 

~ _ _ _ _ _ _ _  
- 

. . . . . . . . . . . . . . . . . . . . . . . .  Operating expenses (741) (706) (603) 
. . . . . . . . . . .  (106) (127) (121) 

Stock-based cumpensation 3 (17) (28) 
Depreciation and amurtization (26) (49) ~(h2) 

Operatirib 7 ' incuinc. . . . . . . . . . . . . . . . . . . . . . . .  . . . .  $ 163 10.5 148 

. . . . . . . . . . . . . . . . . . .  
~ ~ ~~~~~~ 

Operating cash flow . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  186 171 239 
. . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

_ _ = =  

Starr Entertainment's revenue increased 2.9% and 4.3% for the years ended December 31, 2006 
and 2005, respectively, as compared to thc corresponding prior year. The 2006 increase is due to a 
$56 million increase resulting from an increase in the average number of subscription units for Statz 
Enterlainntent's services partially offset by a $27 million decrease due to a decrease in the effective 
rate for Starz Entertainment services. The 2005 increase in revenue is due to an $85 million inuease 
resulting from a rise in the average number of subscription units for Starz Entertainment's sewices 
partially offset by a $52 million decrease due to a reduction in the effective rate for S t a n  
Iintertainment's services. 

Starz Entertainment's Stam movie sewice and its Encore and Thematic Multiplex channels 
('%VIP') movic sewice are the priinary drivers of S tan  Entertainment's revenue. Starz average 
subscriptions increased 5.7% and 6.7% in 2006 and 2005, respectively; and EMP average subsriptions 
increased 6.6% and 8.0% in 2006 and 200.5, rcspcctively. The effects on revenue of these increases in 
subscriptions units arc somewhat mitigated by the fixed-rate affiliation agreements that Stan 
Intertainment has entered into in recent yesrs. 

At Dcccmber 31, 2006, cable, direct broadcast satellite, and other distribution represented 66.670, 
31.6% and l.Xoh, respectivcly, of Starz Entertainment's total subscription units. 

Srarz Entertainment's operating expenses increased $35 million or 5.0% and $103 million or 17.1% 
Sor the years cnded December 31, 2006 and 2005, respectively, as compared to the corresponding prior 
year. Such increases are due primarily to increases in programming costs, which increased from 
$SO4 illillion i l l  2004 to $hh8 million i n  2005 and to $703 million in 2006. The uM6 prograinming 
increase is due primarily to $63 million of additional amortization of deposits previously made under 
certain of its output arrangements. Such amortization was partially offset by a lower cost per title for 
muvics under ccrtain license. agrcements and a decrease in programming costs due to a lower 
perccntagr of fint-run movie exhibitions (which have a relatively higher cost per title) as compared to 
the number of library product e,xhibitions. The 2005 increase in programming costs is due to (1) a 
$55 million increase resulting from a higher pcrcentage of first-run movie exhibitions as mmpared lo 
the number of lihrary product exhibitions in 2005 and (2) a $49 million increaje due to a highcr cost 
pcr title for movie titles under certain ot Starz Entertainment's license agreement?. 

uists due to Starz Entertainment receiving fewer first-run titles under certain of its output 
arrangements in 2007. T h i s  estimate is suhject to a number of assumptions that could change 
depending (in the number and timing of movie titles actually becoming available to Stan Entertainment 
and their ultiniate box office performance Accordingly. the actunl amount of costs experienced by Starz 
Entertainment may differ from the amounts noted above. 

Starz Entcrtdinmcnt expects that its programming costs in 2007 will be 6%-9% lower than the 2006 



S t m  F.ntertainment's SG&A cxpeiisus dccreascd $21 million o r  16.5% and increased $6 million or 
5.[1?:, during 2006 and 2 0 5 .  respectivcly, as comparcd to the correspnding prior year. The 2006 
decrease IS due primarily to lower sales and marketing expenses of $1R million due to the elimination 
of certain markcting support commitments under the  Comcast affiliation agreement and less marketing 
wi th  other affiliates, partially offset by marketing expenses related t o  the commercial launch of Vongo. 
'The 2005 increase iii SG&A expenses is due to (I) $11 million of consulting and marketing expenses 
incurred in connection with Starz. Entertainment's 2005 developmcnt and 2006 launch of Vongo, and 
( 2 )  a $12 niilliori credit recorded by S t a n  Entertainment in 2004 related to the recovery of certain 
accounts receivable from Adelphia Ccimmunications and other customers. These increases wcre offset 
hy a Slh  millkin decrease in sales and marketing as Stan Entertainment participated in fewer national 
marketing campaigns and obl'iined rtrluced marketing commitments under a new affiliation agreement 
with Comc;ist in 2005. 

Starz Entertainment has outsranding phantom stock appreciation rights held by its former chief 
executive officer. Compensation relating to the phantom stock appreciation rights has heen recorded 
based upon the estimated fair value of Stam Entertainment. 'The amount of expense associated with the 
phantum stock appreciation rights is generally based on the vesting of such rights and the change in the 
fair value of Starz Entertainment. 

Quuntiralive and Qunlirah've Disclosures abouf Markel Risk. 

We are exposed to market risk in the normal course of business due to our ongoing investing and 
linmcid activities and our subsidiaries in different foreign countries. Market risk refers to the risk of 
loss arising from adverse changes in stock prices, interest rates and foreign currency exchange rates. 
The risk of loss can he assessed from the perspective of advem changes in fair values, cash flows and 
future earnings. We have established policies, procedures and internal processes governing our 
management of market risks and the use of financial instruments to manage OUT exposure to such risks. 

We are exposed to changes in interest rates primarily as a result of our borrowing and investment 
activities, which include investments in fixed and floating rate debt Lnstruments and borrowings used lo 
maintain liquidity and to fund business operations. The nature and amount of our long-term and 
short-term debt are expected to vary as a result of future requirements, market conditions and other 
factors. We manage our exposure to interest rates by entering into interest rate swap arrangements and 
by maintaining what we believe is an appropriate mix of fixed and variable rate debt. We believe this 
hest protects us from interest rate risk. We have achieved this mix by (i) issuing fixed rate debt that we 
believe has a low stated interest rate and signiffcant term to maturity and (ii) issuing variable rate debt 
with appropriate maturities and interest rates. As of December 31, 2006, the face amount of the 
Interactive Group's fixed rate ilrht (wnsidering the effects of interest rate swap agreements) was 
$5.374 million. which had a weighted average interest rate of 6.5%. Thc Interactive Group's variable 
rate debt ol $1,026 million had a wcighted averagc interest rate of 6.1% at December 31, 2006. As of 
Dccemher 31,  2006, the face amount of the Capital Group's Fixed rate debt was $4,584 million, which 
had ii weighted averape interest rate. of 2.6%. 

Each of the Interactive Group and the Capital Group is exposed to changes in stock prices 
piimarily as a result of our significant holdings in publicly traded securities. We continually monitor 
changes in stock markets, in general, and changes in the stock prices of our holdings, specifically. We 
believe ths! changes in stock prices can be expected to vary as a result of general market conditions, 
technological changes, specific industry changes and other factors. We use equity collars, written put 
and call options and other financial instruments to manage market risk associated with cettain 
investment positions. These instruments are rewrded at fair value based on option pricing models. 
Equity collars provide us with a put option that gives us the right to require the counterparty to 
purchase a splcified number of shares of the underlying security at a specified price at a specified date 
in the future. Fquity collars also provide the counterparty with a call option that gives the counterparty 
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the right to purchase thc same securities a t  a specified price at a specified date in the future. The put 
option irnd the call option generally have equal fair Values at the time of origination resulting in no 
c;c,li rcceipts o r  payments. 

Derivatives affect the fair market valix of such AFS Derivatives. The following table illustrates the 
impact that changes in the market price of the securities underlying our equity col!an that have been 
attributed to the Capital Group would have on the fair market value of such derivatives. Such changes 
i n  fair market value would be includcd in realized and unrealized gains (losses) on financial 
instruments in  our consolidated statcmcnt of operations. 

Among othcr factors, changes in tlic market prices of the securities underlying our A F S  

Eslimsled *regale fair vatne 
ECuily coltam Other Total 

(amounrs I" mllllons) 
~- __ 

Fair value at December 31, 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ X02 I81 983 
5% increase in market prices . . . . . . . .  , . , . . . . . . . . . . . . .  . . $ 663 20R 871 
10% increase in market prices. . . . . . . . . . .  . . . . . . . . . . . . . .  $ 521 235 756 

10% decrease in market prices . . . . . . . .  , . . . . .  . _ .  _ _ .  . .  . _ . _ .  . $1,069 127 1,196 
5% decrease in market priccs . . . . . . . . . . . . . . . . . . . . . . . . .  ~ . . . .  'F 937 154 1,091 

At December 31, 2006, the fair value of our AFS securities attributed to the Interactive Group was 
$2,572 million and the fair value of our AFS securities attributed to the Capital Group was 
619,024 million. Had the market price of such securities been 10% lower at December 31, 2006, the 
aggregate value 
resulting in a decrease to unrealized holding gains in other Comprehensive earnings. The decrease 
attributable to the Capital Group would be partially offset by an increase in the value of our AFS 
Derivatives as noted in the table above. 

such securities would have been $257 million and $1,902 million lower, respectively, 

From time to time and in connection with certain of our AFS Derivatives, we borrow shares of the 
underlying sccuritics from a counterparty and deliver these borrowed shares in settlement of maturing 
derivative positions. In these transactions, a similar number of shares that we have attributed to the 
Capital Group have been posted as collateral with the counterparty. These share borrowing 
arrangements can he terminated at any time at our option hy delivering shares to the counterparty. The 
counterparty can terminate these arrangements at any time. The liability under these share borrowing 
arrangements is marked to market each reporting period with changes in value recorded in unrealized 
gains or losses in the Capital Group's attributed statement of operations. The shares posted as 
cullateral undrr these arrangements umtinue to be treated iis AFS securities and arc marked to market 
each reporting period with changes in value recorded as unredized holding gains or losses in other 
comprehensive earnings. 

The Interactive Group is exposed to foreign exchange rdte iluctuations relatcd primarily 10 the 
monetary assets and liabilities and the financial results of QVC's foreign subsidiaries. Assets and 
liabilities of foreign subsidiaries for which the functional currency is the local currency are translated 
into U.S. dollars at period-end exchange rates, and the statements of operations are generally 
translated at the average exchange rate for the period. Exchange rate fluctuations on translating foreign 
currency financial statements ink] U.S. dollars that result i n  unrealized gains or losses are referred to as 
translation adjustments. Cumulative translation adjustments are recorded in other comprehensive 
earnings (loss) as a separate compoircnt of stockholden' equity Transactions denominated in currencies 
other than the functional currency are recorded based on exchange rates at the time such transactions 
arise. Subsequent changes in exchange rates result in transaction gains and losxs, which are reflected 
in inmme as unrealized (based o n  period-end translations) or realized upon settlement of the 
transactions. Cash flows from our operations in foreign countries are translated at the average rate for 
the period. Accordingly. the Interactive Group may experience economic loss and a negative impact on 
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earnings and equity with rcspcct tu our holdings solely as ii rcsult of foreign currency exchange rate 
floctuatiiins. 

From time IO time we enter into debt swaps and swap arrangements with respect to ow or third- 
party puhlic and privatc indebtedness. Under these arrangements, we initially post collateral with the 
countcrparty equal to a contractual percentage of the value of the referenced securities. We earn 
interest income bascd upon thr face amount and stated interest rate of the referenced securities, and 
we pay ifitcrcst expense at market rates on the amount funded by the wunterparty. In the event the 
fair valuc of the underlying debt securities declines more than a pre-determined amount, we are 
required to post ~ ~ s h  collateral lor the dezliiie, and we record an unrealized loss on financial 
iiistriinirnts. The cash collateral is further adjusted up or down for subsequent changes in fair value of 
the underlying deht xcurity At Dcucrnber 31, 2 W ,  the aggregate nutional amount OS debt securities 
refercnced under our debt swap arrangements, which related to $830 million principal amount of 
certain of o u r  publicly traded debt, was $592 million. As of such date, we had posted cash collateral 
equal to $109 million In the went the fair value of the referenced debt securities were to fall to zero, 
we would he rcquircrl to post additional cash collateral of $483 million. The posting of such collateral 
and tlir [elated ~eltlernent <if the agrermcntn would reduce the principal amuunt of our outstanding 
debt hy $830 million. 

We periodically assess the effectir,enefs of our derivative financial instruments. With regard tu 
interest rate swaps, we inonitor the fair value of interest rate swaps as well as the effective interest rate 
the interest rate swap yields, in comparison to historical interest rate trends. We believe that any losses 
incurred with regard to interest rate swaps would he offset by the effects of interest rate movements on 
the underlying dcbt facilities. With regard to cquity collars, we monitor historical market trends relative 
to values currently present in thc market. We helieve that any unrealized losses incurred with regard to 
crluity collars and swaps would he offset hy the effects of fair value changes on the underlying assets. 
These measures allow our management to evaluate the success of our use of derivative instruments and 
to determine when to enter into or exit from derivative instruments. 

Our derivative instrumen& are executed with counterparties who are well known major financial 
institutions with high credit ratings. While we believe these derivative instruments effectively manage 
the risks highlightcd abovc, they are subject to counterparty credit risk. Counterparty credit risk is the 
risk that the coiinteqxrty is unable to perform under the terms of the derivative instrument upon 
settlemcnt of the derivative instrument. Ib protect onrselvcs against credit risk associated with these 
counterparties we gcnerally: 

i C X C C U ~ ~  o u r  dcrivativc instruments with several different counterparties, and 

,' rxccutc equity derivative instrument agreements which contain a provision that requires the 
cwnlriparty to p s i  the "in the money" porlion (if thc derivative instrument into a cash 
d l a l r r a l  account f o r  our hcnefit, if the rcspective counterparty's credit rating for its senior 
unsecured debt were to reach certain levels, generally a rating that is below Standard & Poor's 
ratiiig 01 A- and/or Moody's rating of A3. 

Duc to thc importance of these derivative instruments to our risk management strategy, we actively 
inonitm the creditworthincss of each US these counterparties. Based on our analysis, wc currently 
cunsider nonperformance by any of our counterparties to he unlikely. 
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O u r  counterparty credit risk by financial institution is summarized below: 

~ggmgate fair V ~ Y P  or 

neeomher 31,2w6 
(snrounrs I" millionr) 

derivative iutlunenls sl  

~~~ ~ 

C 0 " " l C r p m ) .  

Cbunlerparty A .  $ 504 

Othcr . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  581 
$1.579 

. . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . .  
Counterparty B . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  494 

__ 
__ 

Finomid StafsmnLr and Supplementary m a  

The consolidated financial slatements of Liberty Media Corporation are filed under this Item, 
heginning on Pdge F ~ 3 5 .  

Changes in and Disagreements with Accountants on Accounfing and Financial Disclosure. 

None. 

Controls and Prucedurrs 

In accordance with Exchange Act Rules 13a-15 and 1Sd-15, the Company carried out an 
evaluation, under the supemision and with the participation of management, including its chief 
executive officer, principal accounting ofliccr and principal financial officer (the "Executives"), of the 
effectiveness of its disclosure controls and procedures as of the end of the period covered by this 
report. Based on that evaluation, the Executives concluded that the Company's disclosure wntrols and 
procedurcs were effective as of Daember 31, 2006 to provide reasonable assurance that information 
required to he disclosed in its reports filed or submitted under the Exchange Act is recorded, 
prr,cecsed, sumniariz.etl and reported within the time periods specified in the Securities and Exchange 
Commission's N I ~ S  and forms. 

See p q e  F-33 for Managemeni's Report on Internal Control Over Financinl Reporting 

See page F-34 1 0 1 ~  Repori of hidepertdent Rrgisterrd Public Accounting Firm for our accountant's 

There has been no change in the Company's internal control over financial reporting that occurred 

attestation regarding our  internal contrnl over financial reporting. 

during the three months ended December 31, 2006 that has materially affected, or is reasonably likely 
10 materially affect, its internal control over financial reporting. 

Other Ir?fnrmoliun. 

None. 
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MANAGEMENT’S REPORT ON INTEKNAL CONTROL OVER FINANCIAL REPORTING 

Liberty Media Corporation’s management is responsible for establishing and maintaining adequate 
intcrnal control uvcr thc Company’s financial reporting. The Company’s internal control over financial 
rcporting is a prwess designed tu provide reasonable assurance regarding the reliability of financial 
reporting and the preparation of the consolidated financial statemenb and related disclosures in 
accordance with generally accepted accounting principles. The Company’s internal cimtrol over 
financial reporting includes those policies and procedures that (1) pertain tu the maintenance of 
records that, in reasonable detail, accurately and fairly reflect the transactions of the Company; 
(2) pruvide reasonable assurance that transactions are recorded as necessaly lo permit preparation of 
tlic consolidated financial statements and rclated disclosures in accordance with generally accepted 
accounting principles; (3) provide reasonable assurancc that receipts and expenditures of the Company 
are being made only in accordance with authorizations of management and directors of the Company; 
and (4) provide reasonable aswrance regarding prevention or timely detection of unauthorizcd 
acquisition, use, or disposition of the Company’s assets that could have a material effect on the 
consolidated financial statements and related disclosures. 

Because of inherent limitations, internal ~ont ro l  over financial reporting may not prevent or detect 
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the 
iisk that controls may become inadequate because of changcs in conditions, or that the degree of 
compliance with the policies and procedures may deterioraie. 

of December 31, 2006. In  making this assessment, management used the criteria set forth by the 
Committee of Sponsoring Organizations of the Treadway Commission (“COSO”) in Internal Cotztrol- 
Infeproied Frunrework. 

Based upon our assessment using the criteria contained in COSO, management has concluded 
that, as of December 31, 2006, Liberty Media Corporation’s internal control over financial reporting is 
cffectively desised and operating effectively. 

l.iberty Media Corporation’s independent registered public accountants audited the consolidated 
linancial statemenb and related disclosures in the Annual Report o n  Form 10-K and have issued an 
audit report on management’s assessnieiit of thc Company‘s internal control over financial reporting. 
This rcport appears on page F-34. 

The Company assessed the design and effectiveness of internal control over financial reporting as 
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REPORT OF INDEPENDENT REGISTERED PURLIC ACCOUNTING FIRM 
The Board o f  Dircclws and Stuckholdcl-s 
1.ibcrty Media (hp imt ion :  

on Internal Control over Financial Reporting appearing on page F-33, that Liberty Media Corporation 
and subsidiaries maintained effective internal control over financial reporting as of December 31, 2006, 
hased on criteria established in Internal Control-Integrated Framework issued by the Committee of 
Spasoring Organizations of the Treadway Commission (COSO). Management of Liberty Media 
C'orporalion is rcsponsihlc fur maintaining elfectivc internal control over financial reporting and for its 
messmmt  of the effectiveness of internal control over financial reporting. Our responsibility is to 
express an opinion on managemcnt's assessment and an opinion on the effectiveness of the Company's 
internal ciintrol wer  financi;il reporting based on our audit. 

We conducted our audit in  accordance with the standards of the Public Company Accounting 
Oversight Board (United States). Those standards requirc that we plan and perform the audit to obtain 
reasiinable assurance about whether effective internal control over financial reporting was maintained 
in all material respects. Our audit included obtaining an understanding of internal control over 
financial reporting, evaluating nianagmierit's asscssment, testing and evaluating the design and 
opcrating effectiveness of internal control, and performing such other procedures as we considered 
necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion. 

A company's internal control over financial reporting is a process designed to provide reasonable 
assurance regarding the reliability of financial reporting and the preparation of financial statements for 
rxternal purposes in aixmrtlancc with generally accepted accounting principles. A company's internal 
control ovcr financial reporting includcs those policies and procedures that (1) pertain to the 
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and 
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are 
rccordcd os necessary to permit preparation of financial statements in accordance with generally 
accepted accounting principles, and that receipts and expenditures of the company are being made only 
in ar:cor&ince with authorizations of management and directors of the company; and (3) provide 
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or 
disposition of the company's assets that a u l d  have a material effect on the financial statements. 

dztect misstatements. Also, projcctions of  any evaluation of effectiveness to future periods are subject 
to the risk that controls may bconme inadequate because of changes in conditions, or that the degree 
of compliancc with the policies or procedures may deteriorate. 

maintained cffcctivc internal control ovcr financial rcporting as of December 31, 2W6, is fairly stated, 
in all material rcspects, hased on critcria established in Internal Control-Integrated Framework issued 
hy the Conimittee of Si'owwring Organirations of the Treadway Commission (COSO)Also, in our 
opinion, Liherty Media Corporation maintained, in all material respects, effective iiiternal wntrol over 
financial reporting as of December 31, 21106, hased on criteria established in Internal Control- 
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway 
('~inimission (COSO). 

We also have auditcd, in accordaucc with thc standards of the Public Company Accounting 
Oversight Board (United States), the consolidated balance sheets of Liberty Media Corporation and 
subsidiiiiics as of December 31, 2006 arid ZOOS, and thc relared consolidated slatcments of operations, 
comprehensive earnings (loss), stockholders' equity, nnd cash flows lor each of the years in the 
threc-year period ended December 31, 2006, and our report dated February 28, 2007 expressed an 
unqualified opinion on thosc consolidated financial statements 

KPMG 1.I.P 
Denver, Colorado 
Februaly 28, 2007 

We liavc auditcd ~nanagcment's crrmcnt, inciudcd in the accouqxmying Management's Report 

Because ul its inherent limitations, internal control over financial reporting may not prevent or 

In our opinion, managemcnt's assessment t h s t  Liberty Media Corporation and subsidiaries 
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REPOR7 OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FlRM 

The R o a d  of Direccirs and Stockholdcrs 
Liberty Media C'orporation: 

subsidiaries as of December 31, 2(Mh and 2005, and the related consolidated statements of operations, 
comprehensive earnings (loss), stockholders' equity, and cash flows for each of the yean in the 
three-year period ended December 31, 2006. These consolidated financial statements are the 
responsibility uf the Company's managcment. Our responsibility is to express an opinion on these 
ci~nsnlirlaicd himcia1 stalcirirnts h a d  on uur audits. 

We liavr audited thc accomprnying criirsolidatcd halance sheets of 1.iberry Media Corporation and 

We conducted our  audits in accordancc with the standards of the Public Company Accounting 
Ovcrright Board (United States). 'Those standards require that wc plan and perform the audit to obtain 
reasonablt: assuiance about whether the financial statements are free of material misstatement. An 
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing [he accounting principles used and significant 
estimatcs made by management, as well as evaluating the overall financial statement presentation. We 
bclieve that iiur audits provide a reasonable basis for our opinion. 

In  our upinion, the consolidated financial StatemenfS referred to above present fairly, in all 
material respects, the financial position of Liberty Media Corporation and subsidiaries as of 
Decemher 31, 2Mh and ZOOS, and the rcsults of their operations and their cash flows for each of the 
years in the threr-year period endcd Ueceniher 31, 2006, in conformity with U.S. generally accepted 
accounting principles. 

20%, the Company adopted Statement of Finmcial Accounting Standards No. 123(R), Shore Based 
f'a~ynipnf. 

We also have auditcd, in accordance with the standards of the Public Company Accounting 

As discussed in note 3 to the accompanying consolidated financial statements, effective January 1, 

Oversight Board (United States), the effectiveness of Liberty Media Corporation's internal control over 
financial reporting as of December 31, 2006, based on the criteria established in Infernal Confro- 
I n t q a t c d  Framework issued hy the Committee of Sponsoring Organizations of the Treadway 
Commission (COSO), and our rrpurt dated Frhrualy 28, 2007 expressed an unqualified opinion on 
management's itssessment of, arid the effective operation of, internal cvntrol over financial reporting. 

KPMG L L F  

Denver, Colorado 
Fehruarv 28, XI07 

F-35 



LIBERIY MEDIA CORPORATION AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS 

December 31. 2006 and 2005 

Assets 
Current assets: 

Carh and cash equivalents . . . .  
7iade and nthcr rcccivahles, net 
Inventory, net . . . . . . . . . . . . .  
Program rights . . . . . . . . . . . . .  
Financial instruments (note 7) 
Other current assets . . . . . . . . .  

. .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 3,099 1,896 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,276 1,059 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  831 719 

531 599 
239 661 
24 1 121 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Assets of discontinued operations (note 5 ) .  . . . . . . . . . . . . . . . . . .  

Total current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Investments in available-for-sale sccurities and other cost investments, including 

$1,482 million and $1,581 million pledged as collateral for share borrowing 
ar~angements (note 6)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Long-term financial instruments (note 7) . . . . . . . . . . .  . . . . . . . . . . . . . . .  
Investmrnts in affiliates, accounted for using the equity method (note 8) . . . . . . . .  
Prnr~rrty and equipment, at COISI . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accumulated depreciation . . . . .  . . . . . . . . . . . . . . .  

lntangihle assets not subject to amortization (note 3): 
Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Trademarks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Intangible assets subject to amortization, net (note 3) . . . . . . . . . . . . . . . . . . .  
Other assrtr, at ai% nct [if accimiulated amortization . . . . . . . . . . . . . . . . . . .  

Total assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
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512 516 
6,729 5,577 

___ 
_ _ _ _  

21,622 18,489 
1,340 1,123 
1,842 1,908 

(385) (250) 
1,531 1,196 

1,146 946 
~~ 

7,588 6,809 
2,471 2,385 

10,059 9,194 
3,910 3,975 

I S 3  
$47,638 4 1,965 

(continued) 

~~ 
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~~ 
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LIREKIY MEI)W COKPORATlON AND SUBSIDIARIES 

('ONSOLIDAlED BALANCE SHEETS (Continued) 
December 31, 2006 and 2005 

iiihilitier and Stockholders' Equity 
Current liabilities: 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Accounts payahle . .  
Accrued intercst . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other accrued liahilitics . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Finariuiai imstruinents (note 7) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Current portion of dcht (note 9) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other current liahilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
1,iahilities of discontinued operations (note 5) . . . . . . . . . . . . . . . . . . . . . . .  

Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . .  
L.ong-term debt (note 9) . . . . . . . . . . . . . . . . . . . . . . . . . .  
Long-term financial instruments (note 7) . . . . . . . . . . . . . .  
Deferred income tax liahilities (note IO) . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other liabilities . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . .  

Total liabilities . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Minority interests in equity sidiaries . . . . . . . . . . . . . . . . . .  
Stixkholders' equity (note 1 I): 

Preferred stock, 9.01 par value. Authorized 50,000,000 shares; no shares issued , . 
Liberty Capital Series A common stock, $.01 par value. Authorized 4M),OOO,wO 

shares; issued and outstanding 134,503,165 shares at December 31, 2006 . . . . .  
Liberty Capital Series B common stock, S.01 par value. Authorized 25,WO, 

>hares; isseed and outstanding 6,014,680 shares a t  December 31, 2006 
1.iherty Interactive Series A common srock, S.01 par value. Authorized 

2.000.000.000 shares: issued and outstandine 623.061.760 shares at - . .  . .  
December 31,2006. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Liberty Interactive Series B common stock. S.01 oar value. Authorized 
l7S.jm0,MM shares, ksued and outstanding 29,471,03Y shares at December 31, 
2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Series A common stock 6.01 par value. Issued and outstanding 2,681.745,985 
shares at Decemher 31, 2 0 3  . . . . . . . . . . . . . . .  

Series B common stock $SI1 par value. lssued 131,062, 
December 31. 2(Kl5 . . . . . . . . . . . . .  . . . . . . .  

hdditioiral paid-ill capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accumulated other comprehensive earnings, net of taxcs ('AOCF') (note 15) . . .  
AOCE of discontinued operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accumulated deficit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Series R common stock hcld in treasury, at cos1 (I0,o(K),OMKl shares at 
December 31, 2005) . . . .  . . . . . . .  . . .  

'Ibtal stockholders' equity. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Commitments and contingencies (note 17) 

Total liahilities and stockholders' equity . . . . . . . . . . . . . . . . . . . . . .  

* See note 5. 
See accompanying notes to consolidated financial statements. 
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$ 508 492 
214 153 

1,035 978 
1,484 1,939 

114 1,379 
113 289 
101 114 

3,569 5,344 
R.909 6,370 
1,706 1,087 
9.784 8.696 

_ _ _ _  
.~ ~ 

1;747 1;058 
_ _ _ _  25,715 22,555 

290 290 

_ _ _ _  

__ 6 

1 
2X,112 29,074 
5,943 3,412 

9 9 
(12,438) (13,278) 
21,633 19,245 

- 

_ _ -  

(125) - _ _ _ _  
21,633 19,120 

$47,638 41,965 

~ _ _ _  

_ _ _ _  ~ _ _ _  

LMC . I.D.OoOOOX4 

. __ _. . -. .. I .. ." ........ "_  _I ~ .... . . .  l..-~ ....... , . - . _ . . . . _ I . . _  I . ~_I 



I.IBERTY MEDIA CORPORATION AND SUBSIDURIES 

CONSOLIDATED STATEMENTS OF OPERATtONS 

Yrsrs ended December 31,2006, 2005 and 2004 

Ile"e"UC' 
Nct rcta11 ~ l e s . ,  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
(lon!muriicrtions and programming scnices . . . . . . . . . . . . . . . . . . .  

Operating c m t s  and crpcnrcs: 
<:"SI of %>Its . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Scllmg, geiicral and administrative. including rtock-based compensalion (note 3) 
Litigation wtlcmcnt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Depreci:irion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Amortiiation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
lmpairmcnf uf long-lived assets (notr 3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . .  

. . . . . . . . . . . .  

0pcr;ltirrg inCO,,,C 

Other ~ n s o m c  (expense): 
Intcrcrt cxpcnsc . . . . . . . . . . . . . . . . . . . . .  
Diridend and interest incomc . . . . . . . . . . . .  
Share of earnings of affiliates. net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Realized and unreahd gains (losscs) on finanad mstrumcnts, net (note 7 )  , . . 
Gains (Iorws) un dispositionn, net (notes 6, 1 1  and IS) . . . . . . . . . . . . . . . . . . . . . . . .  
Nnntmipomry dcclines in fair value of inveitmenls (note 6) . . 
Othcr, n e t . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . .  

Earnings (loss) from continuing operations before income bxes and minority interest 

InCOmr tiw herleflt (expeme) ("ole IO) 

earnings (10%) from discontinued operations, net oft  
Curnslirtivs effect of account~ng changc, net of t a x a  ("ole 3) 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Minority interests in earnings of suhidiaries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

b r n i n g ,  ( I m s )  from continsing operations ~ . . . . . . . . . . . . . . . . . . . . . . .  
nutr 5)  . . . . . . . . . . . . . . . . . . . .  

Ntt~xnings(loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . .  

Nct carningn (loss): 
Lihcrrv Scries A and Seiies B common stock . . . . . . . . . . . . . . . . . . . .  
1.iherIy Capital common stork. . . . . . . .  
liberty Intcractiue common stock . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . .  

Basic and dilutcd earnings (loss) from continuing operations per c 
Liki~ry Scria A and Scncs B common stock 

lnherty Interactive common stwk . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . .  
1.ihrrry Capilal mmrnon w r k  . ~ ~ . .  . ~ . .  

Lihcrly Scries A and Series B common stock . . .  . . . . . . . . . . . . . . .  
Liberty l'apital mmmon stcck. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Liberty Intcracfiw common stuck . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Basic and diluted net earnings (loss) per cnmmon share (notc 3): 

~~ ~~ 

* scc nutc 5. 

See accompanying notes to consolidated financial statements. 
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LIBERTY MEDIA CORPORATION AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF COMPREHENSIVE EARNINGS (LOSS) 

Years ended December 31, 2006, 2005 and 2004 

Nct earnings (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . .  
Other comprebcnsivr earnings (loss), net of taxes (note 15): 

Foreign currency translation adjustments . . .  . . . . . . . . . . . . . . . . . . .  
Kecognitiun of previously unrealized foreign ncy translation lusses 
Unrralked holding gains (losses) arising during the period 
Rccognition of previously unrealized losses (gains) on available-for-sale 

Securities, iict . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . .  
Rcclass unrealized gain on available-for-sale security to equity metho 

investment . . . . . .  . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . .  
Other comprchcnsive earnings (loss) from discontinued operations (note 5 )  

. .  

Other comprehensive earnings (10s.) . . . . . . . . .  . . . . .  

Comprehensive earnings (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $3,371 (834) 1,016 

Comprehensive earnings (loss): 
Liberty Series A and Series B common stock. . . . . . . . . . . . . . . . . . . . . . .  $ 755 (834) 1,016 

-- - 
Liberty Capital common stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,787 - - 
1-iherty Interactive common stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  829 - - _ _ _ _ _  

S3,371 (834) 1,016 __ - _ _ _ _ -  
~ 

* Scc note 5. 

See accompanying notes to consolidated financial statements 
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LIBERTY MEDlA CORPORATION AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

Deccmber 31, 2006, 2005 and 2004 

(1) Basis nf Presenlation 

On May 9, 2006, Liberty Media Corporation (formerly known as Liberty Media Holding 
Ccirporatioii. ”1.iberty” or the “Company”) completed the previously announced restructuring (the 
“Restmcturing”) pursuant to which the Company was organized as a new holding company. In the 
Restructuring, Libcrly becamc the new publicly traded parent company of Liberty Media LLC 
(formerly known as L i h e q  Media Corporation, “Old Liberty”). In the Restructuring, each holder of 
Old Liberty’s c(immon stuck received for each share of Old Liberty’s Series A common stock held 
immediately prior 10 the Restructuring, 0.25 of a share of the Company’s Liberty Interactive Series A 
common stock and 0.05 of a share of the Company’s Liberty Capital Series A common stock, and for 
each share of Old liberty’s Series B common stock held immediately prior to the Restructuring, 0.25 of 
a share of the Company’s Liberty Interactive Series B common stock and 0.05 of a share of the 
Company’s Liherty Capital Series B common stock in each case, with cash in lieu of any fractional 
shares, Liberty is the successor reporting company to Old Liberty. 

The accompanying consolidated financial statements include the accounts of Liberty and its 
controlled subsidiaries. All significant intercompany accoiints and transactions have been rliminated in 
consolidation. 

Liberty is a holding company which, through its ownership of interests in subsidiaries and other 
companies, is primarily engaged in the video and on-line commerce, media, communications and 
entertainment industries in North Amcrica. Europe and Asia. 

(2) Racking Stocks 

On May 9, 2006, the stockholders of Old Liberty approved five related proposals which allowed 
Old Liherty to restwcture its company and capitalization. As a result of the Restructuring, all of the 
Old Liberty outstanding common stock was exchanged for two new tracking stocks, Liberty Interactive 
common strxk and Liberty Capital commnn stock. issucd by Liberty, a newly formed holding company. 
Each tracking stock issued in the Restructuring is intended to track and reflect the economic 
periormancc of one OF two newly designated groups, the Interactive Group and the Capital Group, 
respectively. 

cconomic performance of a particular business or “group,” rather than the economic performance of 
the company as a whole. While the Interactive Group and the Capital Group have separate collections 
of businesses, assets and liabilities attrihuted lo them, neither group is a separate legal entity and 
thereforc cannot own assets, issue securities or enter into legally binding agreements. Holders of 
tracking stocks have no direct claim to the group’s stock or assets and are not represented by separate 
hoards of directors. Instead, holders of tracking stock are stockholders of the parent corporation, with a 
single hoard of directors and subject to all of the risks and liabilities of the parent corporation. 

The term ”Interactive Group” does not represent a separate legal entity, rather it represents those 
businesses, assets and liabilities which Liberty has attributed to that group. The assets and businesses 
Liberty has atlrihuted to the Interactive Group are those engaged in video and on-line commerce, and 
include its interests in QVC, Inc. (“QVC”), Provide Commerce, Inc. (“Provide”), BuySeasons, Inc. 
(“BuySeaons”). Expedia, Inc. and IACIInterActiveCorp. The Interactive Group will also indude such 
other businesses, assets and liabilities that Liberty’s board of directors may in the future determme to 
attribute to the Interactive Group, including such other businesses and assets as Liberty may acquire 

Tracking stock is a typr of common stock that the issuing company intends to reflect or “track” the 
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LIBERTY MEDL4 CORPORATION AND SUBSIDIARIES 
NOTES ‘TO CONSOLIDATED FINANCIAL STATEMENTS (Conlinued) 

December 31, 2006, 2005 and 2004 

for the lnieractive Group. In addition, Libcity has attributed $3,108 million principal amount (as of 
Decemkr 31, 2006) of its existing publicly-traded debt to the Interactive Group. 

of Liberty’s businesses, asset. and liahilitics other than those which have been attributed to the 
Interactive Group. The assets and husinesscs attributed to thc Capital Group include Liberty’s 
subsidiaries: Starz Entertainment. I LC (frirmerly known as Starz Entertainment Group LLC) (“Stan 
Entertainment”), Stan Media, IL (  (formerly known as IDT Entertainment, Inc.) (“Stan Media”), 
TruePosition, Inc. (“TruePosition”) :tnd FUN Technolngies, Inc. (“FUN”); its equity affiliates: GSN, 
LLC and WildBlue Communications, Inc~; and its interests in News Corporation, Time Warner Inc. and 
Sprint Nextel Corporation. The Capital Group will also include such other businesses, asets and 
liabilities that Liberty’s hoard of directors may in the future determine to attribute to the Capital 
Group, including such other businesses and assets as Liberty niay acquire for the Capital Group. In 
addition, Liberty has attributed $4,580 million principal amount (as of December 31, 2W) of its 
cxisting publicly traded debt to the Capital Group. 

See Exhihit 99.1 to this Annual Report on  Form 10-K for unaudited attributed financial 

The term Tapital  Group” :dso does riot represent a separate legal entity, rather it represents all 

infomiation for Liberty’s tracking stock groups. 

(3) Summary of Significant Accounting Policies 

Cash and Cash Equivalents 

Cash equivalents consist of invcstrnents which are readily convertihle into cash and have maturities 
of three months o r  less at the time of acquisition. 

Receivables 

Keceivables are reflected net of an allowance for doubtful accounts. Such allowance aggregated 
$72 million and $64 million at December 31, 2006 and 2005, respectively. A summa0 of activity in the 
allowance for doubtful accounts is a? follows: 

(.rnOrn.B in millians) 
2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $66 72 14 27 (35) ~ __ - ~- ~5 ~. 

h6 2005 $63 37 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  63 21104 $78 19 

- . . . . . . . . . . . . . . . . . . . . . . . . . . .  - - 34) ~- 

(34) ~ 

-~ - - __ - __ 
- 

- - - __ __ __ 

Invenioty 

Inventory. consisting primarily of products held for sale, is stated at the lower of cost or market. 
Cost is determined by the average cost method, which approximates the first-in, first-out method. 
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LIBERTY MEDIA CORPORATION AND SURSlDMlES 
NOTKS TO CONSOLIIIATED FINANCIAL STATEMENTS (Continued) 

December 31, 2006, 2005 and ZOO4 

Program Rights 

Program rights are amurtized on a film-by-film b : w  over the anticipated number of exhibitions 
Program rights payable are initially recorded at the estimated cost of the programs when the film is 
available for airing. 

Inve.Wnenf in Films and Teluvi.sion Programs 

Investment in films and television programs generally includes the cost of proprietary films and 
television programs that hax’e hren released. completed and not released, in production, and in 
development or pre-production. &piVaked costs include the acquisition &tory rights, the 
development of stories, production labor, postproduction costs and allocable overhead and interest 
costs. Investment in films and television programs is stated at the lower of unamortized cost or 
estimated fair value on an individual film basis. Investment in films and television programs is 
amortized using the individual-film-forecast method, whereby the costs are charged to eltpense and 
participation and residual costs are accrued based on the proportion that current revenue from the 
films bear to an estimate of total revenue anticipated from all markets (ultimate revenue). Ultimate 
revenue estimates may not exceed ten years fullowing the date of iiiitial releasc or from the date of 
delivery of thc first epiode fur episodic television series. 

carrying value of investment i n  films and television programs may bc required as a consequence 01 
changes in management’s future revenue estimates. 

lnvestninlcnt in films and television programs in development or pre-production is periodically 
reviewed to determine whether they will ultimately he used in the production of a film. Costs of films 
in dcvelopmmt or pre-production are charged to expense if  the project is abandoned or if the film has 
not b s n  set for production within three yean from the time of the first capitalized transaction. 

Tlie investment in films and television programs is reviewed for impairment on a title-by-title basis 
when an event or change in cirixmstances indicates that a film should be assessed. If the estimated fair 
~ a l u c  of a film is less than its unamortized cost, then the excess of unamortized costs over the 
estimated fair value is charged ti) expense. 

Estimates of ultimate revrout involve uncertainty and it is therrfore possible that reductions in the 

lnvestments 

All marketable equity and debt securities held by the Company are classified as available-for-sale 
(‘AFS”) and are carried at fair value. Unrealized holding gains and losses on AFS securities are carried 
net of rdxes as a component of accumulated other comprehensive earnings in stockholders’ equity. 
Realized gains and losses are determined on an average cost basis. Other investments in which the 
Conipany’s ownership interest i s  less than 20% and are not considered marketable securities are carried 
at  cost. 

For those investments in affiliates in which the Company has the ability to exercise significant 
influence. the equity method of accounting is used. Under this method, the investment, originally 
recorded at cost, is adjusted to recognizc the Company’s share of net earnings or losses of the affiliates 
os they occur rather than us dividends or other distributions are received. Losses are limited lo the 
extent of the Company’s investment in, advances to and mmmitments for the investee. The Company’s 
share of net earnings or loss of affiliates also includes my other-than-temporary declines in fair value 
recognizcd during the period. 
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LIBEKN MEDIA CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOIIDATED FINANCIAL STATEMEmS (Continued) 
December 31, Mo6,2005 and 2004 

Changes in the Company’s proportionate share of the underlying equity of a subsidiary or equity 
ntethod itivestee, which result from the issuance of additional equity securities by such subsidiary or 
equity investec, are recognized a? increases or decreases in stockholders’ equity. 

l h e  Company continually reviews its investments to determine whether a decline in fair value 
below the cost bask is other than temporary (“nontempornry”). The primary factors the Company 
considers in its determination arc the length of time that the fair value of the investment is helow the 
Company’s carrying value; and the financial condition, operating performance and near term prospects 
of the invester. In  addition, the Company considers the reason for the decline in fair value, be it 
general market conditions, industry spccific or investee specific: analysts’ ratings and estimates of 
12 month share price targets fur the investce; changes in stock price or valuation subsequent to the 
balance sheet date; and the Company’s intent and ability to hold the investment for a period of time 
sufficient to allow for a recovery in fair value. If the decline in fair value is deemed to he 
nvntcmporaly, the cost hasis of the security is written down to fair value. In situations where the fair 
value of an investment is not evident due to a lack of a public market price or other factors, the 
Compzny uses its best estimates and assumptions to arrive at the estimated fair value of such 
investment. The Company’s assesment of the foregoing factors invokes a high degree of judgment and 
accordingly, actual results may differ materially from the Company’s estimates and judgments. 
Writedowns Cor cust investments and AFS securities are included in the consolidated statements of 
operations as nonlemporary declines in fair values of investments. Writedowns for equity method 
investmenis are included in sliare of earnings (losses) of affiliates. 

Ilerivntiw InsmUnenlr and Itedging Activities 

The Company uses various derivative instruments including equity collars, written put and call 
options, bond swaps and interesl rate swaps to mmdBc fair value and cash flow risk associated with 
many of its investments and some of its variable rate debt. Liberty’s derivative instruments are executed 
with counterparties who are well known major fiancial institutions. While Liberty believes these 
derivative instruments effectively manage the risks highlighted above, they are subject to counterparty 
credil risk. Counterparty credit risk is the risk that the counterparty is unable to perform under the 
terms of the derivative instrument upon settlement of the derivative instrument. To protect itself against 
credit risk associated with thesr. cnunterparties the Company generally: 

cxccutcs itc derivative instruments with several differcnt counterparties, and 

countrrparty to post the “in the money“ portion of the derivative instrument into a cash 
collateral ilCIvunt for the Company’s benefit, if the respective counterparty’s credit rating for its 
senior unsecured debt were lo reach certain levels, generally a rating that is below Standard & 
Poor’s ralirig of A ~ and/or Moody’s rating of A3 

* executa equity derivative instrument agreements which contain a provision that requires the 

Due to thc importance of these derivative instruments to its risk management strategy, Liberty 
actively monifnrs the creditworthiness of each of its counterpartier Based on its analysis, the Cvniyany 
currently considers nonperformanu: by any of its counterparties to be unlikely. 

Liberty accuunts for its derivatives pursuant lo  Statement of Financial Accounting Standards 
No. 133, ‘:4ccoun/ing for Derivorive Imrmments and Hedging Activities” (“Statement 133”) and related 
amendments and interpretations. All derivatives, whether designated in hedging relationships or not, 
are recorded on the balance sheet at fair value. If the derivative is designated as a fair value hedge, the 
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